TEXAS GENERAL LAND OFFICE
GEORGE P. BUSH, COMMISSIONER

September 19, 2018

The Honorable Donna Bahorich
Chair, Texas State Board of Education
1701 North Congress Avenue

Austin, TX 78701

Dear Chairwoman Bahorich:

| am in receipt of the State Board of Education (SBOE) September 14, 2018 letter to myself, Mr. Scott
Rohrman and Mr. Gilbert Burciago (sic) regarding the recent School Land Board (SLB) decision to release
$600 million to the Available School Fund (ASF). Before addressing the specific items mentioned in the
letter, | would like to address several statements from your meeting on September 12, 2018.

First, Mr. Maynard spoke of the history of the Permanent School Fund (PSF) and questioned why the
investment management structure has changed over the past two decades. These changes occurred
because the Texas Legislature and the voters of Texas have repeatedly entrusted the School Land Board
to use its transactional experience and expertise in energy, real estate, and infrastructure to generate
attractive investment returns for the benefit of the PSF and to exercise its discretion in determining
whether to release money directly to the ASF. I’'m proud to say that their trust has been well-rewarded,
with SLB investment returns consistently outpacing other funds.

The attached chart shows the one-year and five-year investment returns by both the SLB and SBOE. Also
attached is an excerpt from the February 2017 Legislative Budget Board Summary Report of Texas
Investment Funds which shows SLB returns to be significantly higher than other funds in the state.

Second, Mr. Bradley commented that the SLB could send the SBOE “four billion today if they wish.” This
is an assertion which has been repeated by Mr. Bradley on several occasions which is patently false.
Most of the money to which he refers has been legally committed to specific real assets investment
managers for investment by the SLB and is subject to being called in whole at any time by those
investment managers. Until this committed capital is called by the SLB’s investment managers, it is
invested in the agency pool at the State Treasury, as required by law. The assertion that it is “available”
is grossly inaccurate.

Lastly, Mr. Bradley stated that the amount the SLB determined to be available for release was based
upon a formula that you would “never get a copy of or understand or they’ll ever disclose.” | would like
to point out that this information was shared with your Chief Investment Officer more than two weeks
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prior to your September 12 meeting (please see attached email). So, while in Mr. Bradley’s case it is
certainly possible he doesn’t understand the formula, the assertion that it will never be disclosed is,
once again, false.

In fact, the methodology used to make the calculation mirrors the constitutional provision which allows
the SBOE to refease not more than six percent of the average market value of the fund for the trailing 16
state fiscal quarters. | would highlight that while the SLB unanimously voted to voluntarily release
almost the full six percent, and the University of Texas Board of Regents recently announced the release
of a similar percentage of its market value to the Texas public university system, the SBOE inexplicably
approved a reduction of its payout to the ASF down to 2.75%, less than one-half of the percentages
adopted by SLB and UT.

Your letter further states that the decision by the SLB reduces funding to the ASF by $190 million while
completely ignoring your own reduction of $450 million. It appears your board is demanding additional
funding from the SLB, while making no commitment for additional funding from the PSF / SBOE. This
request is no less than a demand for the SBOE to be bailed out by the SLB. Your letter also states that
the SLB’s contribution to the ASF does not benefit instructional materials. Again, this could be easily
rectified by your board allocating more resources to the ASF.

Most notably, your letter calls for the “restoration of funding...to the PSF/SBOE.” Under no circumstance
will | reconsider my decision to release $600 million directly to the ASF. | stand firmly by my vote.
However, if the SBOE will consider increasing their spending rate, | will consider additional releases from
the SLB.

| consider generating revenue for the Permanent School Fund, and the management of that revenue for
the schoolchildren of Texas, to be among the most critical and important functions of the office | hold. |
am proud of the record of this agency and this board, not just during my administration, but for the long
preceding litany of years of exceptional performance. | remain steadfast in my personal commitment to
see as much money as possible go directly to our classrooms.

I’'m happy to meet with you to discuss this further, and | hope you will join me in this effort.
Regards,

— [3
George P. Bush

Texas Land Commissioner



FIGURE 5
AVERAGE ANNUAL RATES OF RETURN
FISCAL YEARS 2011 TO 2015
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FIGURE &
RISK-ADJUSTED RETURN, FISCAL YEARS 2011 TS 2015
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Karina Erickson

From: Rusty Martin

Sent: Wednesday, September 12, 2018 4:25 PM
To: Karina Erickson; Don Forse

Subject: FW: Model

Rusty Martin

Chief Investment Officer

Texas General Land Office
Investment Management Division
1700 N. Congress, Suite 710H
Austin, TX 78701

512/463-5120 (Office)
512/796-4857 (Cell)
512/463-5081 (Fax)

rusty.martin@qlo.texas.gov

Qt is better to be a lion for a day than a sheep all your life. Elizabeth Kenny

From: Rusty Martin

Sent: Tuesday, August 28, 2018 10:20 AM

To: 'Timmins, Holland' <Holland.Timmins@tea.texas.gov>
Subject: RE: Model

No worries.

Rusty Martin

Chief Investment Officer
Texas General Land Office
Investment Management Division
1700 N. Congress, Suite 710H
Austin, TX 78701

512/463-5120 (Office)
512/796-4857 (Cell)
512/463-5081 (Fax)

rusty.martin@alo.texas.gov

Qt is better to be a lion for a day than a sheep all your life. Elizabeth Kenny

From: Timmins, Holland <Holland.Timmins@tea.texas.gov>
Sent: Tuesday, August 28, 2018 10:18 AM

To: Rusty Martin <Rusty.Martin@GLO.TEXAS.GOV>

Cc: Jeff Gordon <Jeff.Gordon@GLO.TEXAS.GOV>

Subject: RE: Model

Thank you Rusty

From: Rusty Martin <Rusty.Martin@GLO.TEXAS.GOV>
Sent: Tuesday, August 28, 2018 9:45 AM
To: Timmins, Holland <Holland.Timmins@tea.texas.gov>




Cc: Jeff Gordon <Jeff.Gordon@GLO.TEXAS.GOV>
Subject: RE: Model

Hi, Holland. Attached is the info we sent to Senator Watson’s office. Thanks ... Rusty.

Rusty Martin

Chief Investment Officer
Texas General Land Office
Investment Management Division
1700 N. Congress, Suite 710H
Austin, TX 78701

512/463-5120 (Office)
512/796-4857 (Cell)
512/463-5081 (Fax)
rusty.martin@glo.texas.gov

Q is better to be a lion for a da# than a sheep all#out life. Elizabeth Kenhy

From: Timmins, Holland <Holland.Timmins@tea.texas.gov>
Sent: Monday, August 27, 2018 2:03 PM

To: Rusty Martin <Rusty.Martin@GLO.TEXAS.GOV>
Subject: RE: Model

Can you also send me the inception date for the internal program?
Thanks,
Holland

From: Timmins, Holland

Sent: Monday, August 27, 2018 10:30 AM

To: 'Rusty Martin' <Rusty.Martin@GLO.TEXAS.GOV>
Subject: Model

Rusty,

Can | get a copy of the model and worksheet used to determine amount of the distribution?
Thanks,
Holland

B. Holland Timmins, CFA

Chief Investment Officer and Executive Administrator
Texas Permanent School Fund

400 W. 15% St, Suite 1100

Austin, TX 78701

(512) 463-9169



SECRETARY'S CERTIFICATE OF ADOPTION OF RESOLUTON BY
THE SCHOOL LAND BOARD OF THE
STATE OF TEXAS

1, Stephanie Crenshaw, certify that:
T am the duly qualified and acting Secretary of the School Land Board of the State of Texas.

The following is a true copy of a resolution adopted by the School Land Board of the State of
Texas at a meeting that was legally held on August 21, 2018 and entered in the minutes of the
meeting contained in the regularly maintained business records of the Board.

RESOLUTION OF THE
SCHOOL LAND BOARD
OF THE STATE OF TEXAS

The School Land Board of the State of Texas duly constituted and meeting in a regular Board
Meeting on the 21st day of August 2018 takes the following action and adopts the following
resolution:

WHEREAS, Section 51.413 of the Natural Resources Code authorizes the Board to, by a resolution
adopted at a regular meeting, release from the real estate special fund account funds previously
designated under Section 51.401 or managed, used, or encumbered under Sections 51.402 or
51.4021 to be deposited in the State Treasury to the credit of the available school fund or the State
Board of Education for investment in the permanent school fund; and

WHEREAS, the Chief Investment Officer of the General Land Office has performed the analysis
required by Title 31, Texas Administrative Code, Section 151.6, provided the results of such
analysis to the Board, and made recommendations to the Board; and

WHEREAS, the Board has determined that it is in the best interests of the permanent school fund
to release certain funds from the real estate special fund account that shall be deposited in the State
Treasury to the credit of the available school fund in each of the individual years of the next-
approaching fiscal biennium; and

WHEREAS, the staff of the General Land Office in administrative support of the Board has
advised the Board that taking such action conforms with the statutory authority granted by the
Legislature in Section 51.413 of the Natural Resources Code;

NOW THEREFORE, the Board resolves this day to release funds from the real estate special fund
.account in the following amounts:

(1) Three hundred million dollars ($300,000,000.00) during the State’s 2020 fiscal year,
such funds to be deposited in the State Treasury to the credit of the available school fund.
Such funds will be released in four quarterly installments of 75 million dollars
($75,000,000.00) each on the 25" day (or the next succeeding business day if the 25® day
is not a business day) of November 2019, February 2020, May 2020, and August 2020,
respectively; and

(2) Three hundred million dollars ($300,000,000.00) during the State’s 2021 fiscal year,
such funds to be deposited in the State Treasury to the credit of the available school fund.




Such funds will be released in four quarterly installments of 75 million dollars
($75,000,000.00) each on the 25" day (or the next succeeding business day if the 25™ day
is not a business day) of November 2020, February 2021, May 2021, and August 2021,

respectively.

The above resolution is in conformity with the statutory authority of the School Land Board of the
State of Texas, has not been modified or repealed, and is in full force and effect.

) ’ Vg ) !
- ), i
Aeoplrasis r¥kicee) R21/1
Stephahie Crenshaw - Date ‘
Secretary, School Land Board of the State of Texas




MEMORANDUM

TEXAS GENERAL LAND OFFICE e GEORGE P. BUSsH e COMMISSIONER

Date: August 14,2018

To: George P. Bush, Chairman
Gil Burciaga, Member
Scott Rohrman, Member

From: Rusty Martin, Chief Investment Officer

Subject:  8/21/2018 SLB Meeting: Agenda ltem #4

Consideration and possible action on resolution to release funds from
the Real Estate Special Fund Account, and other matters in connection
therewith.

SUMMARY: This agenda item affords the School Land Board (“SLB”) the
opportunity to consider the release of funds during fiscal years 2020 and 2021 from
the Real Estate Special Fund Account (“RESFA”) to either the Available School Fund
("ASF”) or the State Board of Education (“SBOE”) for investment in the Permanent
School Fund (“PSF").

DETAILS: Section 51.413 of the Natural Resources Code authorizes the SLB, by
resolution, to release funds from the RESFA to the ASF or to the SBOE for
investment in the PSF. Title 31, Texas Administrative Code, Section 151.6 requires
the Chief Investment Officer of the General Land Office to perform an analysis
regarding the potential release of money from the RESFA by July 31 of each even-
numbered year; provide the results of such analysis to the SLB; and make
recommendations to the SLB concerning the potential release of money from the
RESFA. Accordingly, | have performed the analysis required by and described in
Title 31, TAC, Section 151.6, and the results of such analysis are as follows:

Amount Available for Release in FY 2020: $310 million
Amount Available for Release in FY 2021: $345 million
Total Amount Available: $655 million




Title 31, TAC, Section 151.6 also provides flexibility to the SLB to determine the

" | amounts to be released ither the ASF or the SBOE for inves in th

PSF i ch of the indivi f the next- ching fiscal bienni

actual dates of the releases.” To aid the Board in making these determinations, |
have attached a spreadsheet describing several options for the Board to consider in
making its decision.

RECOMMENDATION: | recommend that a total amount of up to $655 million be
released from the RESFA during fiscal years 2020 and 2021 to either the ASF, the
SBOE for investment in the PSF, or some combination thereof, as determined by the
Board. | also recommend that the total annual amount of each release from the

RESFA be completed in four equal quarterly installments during each of the fiscal
years 2020 and 2021.

t\fundsmgmt\psAslb memos\slb memo 082118-resfa release.docx
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TXGLO Gross Returns

SBOE Gross Returns

Fiscal Year Ended 1-Year 5-Year* 1-Year S-Year®
31-Aug-17 }
Excluding cash 18.27% 13.84% 11.86% 8.26%
including cash 10.35%  7.77%
31-Aug-16
Excluding cash 10.58% 14.24% 7.61% 7.77%
Including cash 5.51% 8.04%
31-Aug-15
Excluding cash 11.32% 15.38% -3.36% 5.99%
Including cash 5.79%  8.83%
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